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2 
MADAGASCAR KEY ECONOMIC INDICATORS 


All Values in US$ Million 1981: $1.00 - 271.73 FMG 
and represent period averages 1982: $1.00 - 350 FMG 
unless otherwise indicated 1983: $1.00 - 405 FMG 


see 


% Change Estimate 
1981-821 1983 


le 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Prices 2,870.9 2913808 

GDP at Constant (1970) Prices 917.8 704.3 

Per Capita GDP at Current Prices 
(in USS) 295.2 278.6 

Plant & Equipment Investment: 
Current 545.0 SOre7 
Constant (1970) 138.0 Took 

Indices: 
Indus. Production (1970 = 100) 98.0 102.5 
Avg. Labor Productivity (1974 = 100) 107.4 108.5 
Avg. Industrial Wage (1974 = 100) 186.4 197.2 

Labor Force 4,490,000 4,550,000 4,630,000 

Avg. Unemployment (Number registered) 46,500 52,900 54,000 

Prod. : 
Rice (Paddy) (Metric tons) 2,011,4802 1,995,545 2,274,620 
Coffee (green) (Metric tons) 83,4902 83,550 85,000 
Cotton (Metric tons) 27,900 25,876 23,620 
Cloves (Metric tons) 10,8002 10,500 ; 6,000 
Sisal (Metric tons) 13,680 13,680 14,000 
Vanilla (Metric tons) 1,100 1,200 1,400 
Sugar (Metric tons) 104,699 82,159 101,000 
Graphite (Metric tons) 10,073 15,356 15,000 
Chromite (Metric tons) 99,689 98,863 = 100,000 
Cement (Metric tons) 35,796 35:,921 35,000 
Textiles (1000 meters) 74,833 65,738 70,000 
Paper, finished (Metric tons) 7;855 6,395 7,000 
Refined Petroleum Products 

(cu. meters) 415,614 404,779 385,000 

Electricity Production (1000 Kwh) 336,616 342,680 ; 350,000 


MONEY AND PRICES 


Money Supply (M2 - Broad Money) 919.3 786.3 
Interest Rates: Com'l Bank Med. Term 


(6-24 mos) 10% 12.75% +27.5 14% 
Cost of Living Indices: 


Traditional (July 1972 - 100) 318.2 (Dec) 419.6 (Dec) +31.9 540.5 (Dec) 
Modern (July 1972 - 100) 281.7 (Dec) 384.6 (Dec) +36.5 481.5 (Dec) 


BALANCE OF PAYMENTS AND TRADE 

Foreign Exchange Reserves - - - - 

External Public Debt 964.9 1,250.3 +66.9 

Annual Debt Service 67.3 aoe +121.3 

External Current Account Balance -415.5 -351.4 8.9 280 

Exports, F.0.B. (Merchandise only) 336.4 3257 +24.7 3334 
U.S. Share (FAS) 69.3 62.5 -9.8 - 

Imports, F.O.B. (Merchandise only) 536.9 487.4 +16.9 432.0 
U.S. Share (FAS) 16.2 23.93 +47.5 


Main Exports to US (1982)-(Value in million US$): Vanilla, 31.7; Coffee, 18.4; Cloves and cloves stems, 
5.9; Chrome, 2.7; Graphite, 2.0; Shrimps & Prawns, 0.7; Clove oil, 0.6. 


Main Imports from’ US (1982)-(Value in million US$): Rice, 10.7; Special non-military vehicles, 3.3; 
Machinery & other Transp. equip., 3.3; Motor vehicle parts, 0.9; NFD Milk, 0.6; Tallow, 0.4. 


sPercent changes are based on Malagasy francs (FMG) values and not on dollar equivalent. 
Revised. 


3Includes $10.7 million of US government furnished rice. 
4assumes $90 million in cloves sales which seems increasingly unlikely. 





SUMMARY 


As is the case in so many developing countries of late, Madagascar has 
accumulated an increasingly burdensome foreign debt which is posing a 
serious obstacle to economic growth. The government has, however, taken 
bold steps towards reorganizing the economy along more efficient market- 


oriented lines which should in the coming years create a healthier 
economic environment. 


Much of the debt stems from a late 1970s public sector investment spree 
which concentrated heavily on the social service sector and large agro- 
industrial projects, the dividends from which would not be realized for 
many years. The 1982-84 investment strategy and the more recently 
formulated public investment program (PIP) for 1983-1985 place a heavy 
emphasis on developing agriculture, particularly rice, cotton, coffee 

and sugar. Industrial investment will largely be limited to completing 
existing projects, replacing worn out parts and equipment and rehabilita- 
tion of infrastructure having a direct impact on agriculture. 


The PIP aims to reverse the decline in GDP of the past few years (-9.1% 

in 1981, -1.1% in 1982) by gradually leading to an annual growth of about 

3 percent by 1985. To achieve this goal, the Government of Madagascar 

(GDRM) has instituted a series of reforms aimed at restoring production 
incentives in the private sector, streamlining the system of allocating 
foreign exchange for imports which support the PIP and for export industries, 


eliminating agricultural subsidies and reducing government expenditure in 
general. 


The government has continued to cooperate closely with the IMF, the World 
Bank and major trading partners (primarily western) in an effort to improve 
its balance of payments situation and maintain at least a minimum level of 
imports needed to sustain economic growth. Besides balance of payments 
loans, project assistance, and other forms of aid, a major effort has been 
made to reduce the drain in foreign currency for food imports such as rice. 
For the second year in a row, the price ceiling on this enormously impor- 
tant and politically sensitive food staple has nearly doubled to encourage 
production. Equally important, the state has surrendered its monopoly on 
the collection and distribution of rice and divested one of the major state 
companies of this function in order to encourage further private sector 
participation. 


Encouraging a more active role for private business in the economic life of 
the country has not been limited to the rice sector. One of the earliest 
public pronouncements of President Ratsiraka upon his return to office for 
another seven year term in January referred to the private sector as the 
"forgotten child of the revolution." Renewed interest in private business 
also extends to foreign investors. In a little over a year, three American 
oil companies began seismic operations in Madagascar and a fourth Italian 
company is about to start soon. Though foreign exchange shortages and 
restrictions on external credit precludes a short term expansion in overall 





imports, a significant reduction in anticipated rice imports may permit 

a slight increase in the volume of agricultural inputs and the replace- 
ment of equipment in the transit and industrial sectors. American ex- 
porters have much to offer in these areas, and the Malagasy are receptive 
to the idea of diversifying their suppliers. A greater U.S. share of the 
Malagasy market will depend therefore on active promotion efforts by 
American companies. As the market size increases, which in the medium term 
appears a virtual certainty, the enlarged U.S. share could translate 

into hefty rewards. 


BACKGROUND 


Madagascar is an island country more than twice the size of Great Britain. 
Some 9.5 million people according to the latest estimates inhabit its 
592,000 sq. kilometers of territory, approximately 16 persons per sq. 
kilometer. 


Cool central highlands and tropical coastal regions combine with varying 
soil conditions to allow for a rich diversification of agriculture. Includ- 
ing forestry and fisheries, the agricultural sector employs about 80 percent 
of the country's labor force, generates about 40 percent of the GDP and 
earns about 80 percent of the country's export receipts. Rice is the most 
important staple food, with some 70 percent of the population involved 

in its cultivation. The three major export crops are coffee, vanilla 

beans and cloves. 


The country is rich in minerals as well as heavy oil and tar sand deposits. 
Attempts to identify exploitable petroleum deposits are now underway. 
Important mineral exports are chromite, graphite and mica. Only about 
twenty percent of the country remains forested, but even this much is 
threatened by the widespread use of wood for fuel and by traditional slash 
and burn cultivation methods. A largely untapped network of rivers offers 
great potential for irrigation and hydroelectric projects. A major 58 MW 
dam, inaugurated in 1982, can easily be expanded to double its capacity. 


Madagascar's inability to exploit these assets adequately has resulted in 
an overall decline in economic conditions during the past decade. Although 
depressed world markets and unfavorable terms of trade can explain part 

of the problem, domestic economic policies clearly exacerbated the situa- 
tion. The government contracted huge debts to finance projects which, as 
already indicated, were of questionable short or medium term economic value. 
In addition, the public sector spent far more than tax and other receipts 
allowed to finance social services, job creation, nationalization of 
private companies, and subsidies for existing state-owned businesses. 

Urban consumers were also handsomely subsidized at the expense of farmers. 
The result was a vicious circle in which shortages of consumer goods left 
certain producers with even less incentive to earn money, and shortages 

of imported spare parts and raw materials caused further productivity losses 
in businesses seeking to earn foreign exchange. 








In response to the dilemma, the president has increased the authority of 
technocrats within the government through a series of cabinet shifts and 
changes in the structure of the ministries. These changes, in turn have 
led to a new direction in policy which recognizes the importance of market 
factors and the need for enterprises to have more autonomy in allowing 
economic criteria to determine their business decisions. 


In the meantime, import austerity will be a necessary condition to bring 
external finances more into balance. The current account deficit, which 
went from 3% of GDP in 1978 to 16% in 1980, has been brought down to 
about 9% of GDP for 1982 and 1983. Due to previous debt rescheduling, 
the debt service in 1983 would amount to at least 75 percent of export 
receipts for goods and services without further anticipated rescheduling 
this year. In 1977 the ratio was only four percent. Tighter monetary 
and fiscal policies have also helped stem the approximately 30 percent 
inflation rate, but the continued shortage of goods and devaluation of 
the currency (about 60 percent vis-a-vis the dollar in less than two 
years) makes further short term progress in this area difficult. 


CURRENT ECONOMIC SITUATION AND TRENDS 


DOMESTIC FOOD AND CASH CROPS 


As some of the statistics quoted above indicate, agriculture is by far the 
most important sector of the Malagasy economy, and rice is the most 
important crop within that sector. It is grown on about 50 percent of 
the permanently cultivated land in Madagascar, 70 to 80 percent of which 
is small family-run fields. Although once responsible for a sizeable 
portion of the officially commercialized rice produced, this entire 
subsector had reverted to subsistence farming or, to a lesser extent, pro- 
duction for the parallel market. The large officially promoted rice 
projects were unable to fill the growing supply and demand gap, which 

had to be met instead by increasingly expensive imports. Once a net 
exporter of rice, Madagascar was forced to import 195,000 tons in 1981 
and 350,000 tons in 1982. As foreign exchange availability to purchase 
imports became increasingly limited, the portion which went for rice 
imports rose from 5% in 1979 to nearly 22% in 1982. The government is 
trying to reverse the situation by eliminating many of its previous 
controls which it now believes contributed to the problem. The latest 
price ceiling, some four times what it was little more than a year ago, 
is comfortably higher than the going market rate. A more flexible system 
for administering future ceilings is also being instituted and, more 
importantly, the government has relinquished its monopoly on collection 
and wholesale distribution. 


Because rice is the most important crop it was the first target of the 
trend toward deregulation. Prices of other "primary necessity crops" 
such as peanuts (for edible oil), sugar and cotton have also been per- 


mitted substantial increases with still greater flexibility expected 
in the future. 





The government's goal is self-sufficiency in food with priority for grains 
and oil seeds. Its plan for 1983 was to increase non-rice imports by 

5 percent in value while at the same time decreasing total import expend- 
itures by 5 percent. The 1983 rice harvest worked in its favor. If 
minor problems resulting from the new reform can be solved in time, the 
'83 goal may well be achieved. Rice imports will continue, however, as 
will imports of edible oils, wheat for its newly finished wheat mill, and 
cotton for its raw material-starved textile industry. 


FOOD AND AGRICULTURAL EXPORTS 


Coffee, vanilla and cloves make up the bulk of Madagascar's exports. Fish 
(particularly shellfish) and cattle are now only marginally important 
exports but their potential is impressive. Government policy had in recent 
years actually discouraged beef exports in order to insure sufficient 
domestic supplies, since the ten million head of cattle has, along with 
rice, provided the main ingredient in the national food supply. As with 
agriculture in general, the government is relaxing official controls in the 
fish and livestock sector and devoting a greater portion of internal re- 
sources and outside assistance towards its development. 


The recent creation of a separate ministry for livestock, fishery and for- 
estry affairs underscores official recognition of this sector's growing 
importance. Concomitant difficulties in marketing its clove production 
has likewise underscored the country's vulnerability in depending so 
heavily on its three traditional key exports. Cloves were at the peak 

of their 3-4 year production in 1983, but instead of a recovery of the 
essential Indonesian demand as had been anticipated, the latter as of this 
writing had been practically negligible. It is likely, therefore, that 
this year's cloves will represent substantially less than the 23 percent 
share of total export value they represented in 1982. Coffee, usually 
Madagascar's most important export by far, suffered a decrease in export 
value of 24 percent between 1981 and 1982. Its latest share of total 
export value was a low 26 percent, a figure which may rise this year 
because of cloves' misfortunes but not because of prices or volumes. Both. 
are expected to remain low because of low world demand, and because: Mada- 
gascar's quota in the International Coffee Organization has been reduced 
due to failure to meet earlier quotas. Vanilla, which represented over 

16 percent of total export value last year, continues to recover from 

its 1979 to '81 lows. A renewed preference for the natural over the 
synthetic variety--particularly in the important U.S. market--may restore 
volumes to previous highs within a few years. As with coffee and cloves, 


however, it remains a weak basis on which to reconstruct a healthy ex- 
ternal accounts position. 


MINERALS 


Exports from the mineral sector make up less than 5 percent of Madagascar's 
export revenue. But the bulk of the country's mineral wealth has yet to 

be exploited. Of the minerals which are exported, graphite, chromite 

and mica generally account for about 90 percent of the income. Chromite 











was once the leader of the three, but with increasing demand for a more 
finished product such as ferrochrome, sales of this mineral have dropped 
precipitously. Graphite has now become the primary mineral export, with 
mica a very poor third due to synthetic competition. Other minerals 
offering good commercial potential are nickel, bauxite, iron, coal, 
ilmenite and uranium. Semiprecious and ornamental stones such as beryl 
(aquamarine), tourmaline, amethyst, citrine, rose and smoked quartz, are 
also exported in small quantities. 


EXTERNAL ACCOUNTS 


Rescheduling debts and obtaining new bilateral and multilateral financial 
assistance have been a major preoccupation of Malagasy finance officials 
of late. A key partner in this endeavour has been the International 
Monetary Fund, not so much because of the level of its assistance, but 


because of the influence of the IMF's performance assessment on other 
aid partners. 


Although Madagascar has not yet met all the performance criteria of its 
several previous standby arrangements, its implementation of various economic 
management policies mentioned in this report has enabled it to gain con- 
tinued support. A principal shortcoming has been its inability to reduce 
arrears on its approximately 1.3 billion dollars in external public debt. 
Past reschedulings in 1981 and 1982 enabled Madagascar to reduce its debt 
service payments by over 50 percent annually, but the 1982 total payments 


of about 130 million dollars did not put a dent in arrears. 


By mid-1983 negotiations were underway for a renewed arrangement with the 
IMF, as well as rescheduling of its debt to commercial banks through the 
so-called London Club. A rescheduling of foreign government-backed debt 
through the Paris Club was also anticipated. With little possibility for 
either an immediate improvement in export receipts, or a significant 
reduction in imports, an orderly and equitable rescheduling of Madagascar's 
debt is about the only course available now. A commitment to the kind 

of prudent economic management it is now beginning to espouse should, 


however, add considerable equilibrium to the long term balance of payments 
situation. 


ECONOMIC MANAGEMENT 


As noted earlier, Madagascar has instituted a public investment program for 
the years 1983 to 1985. Some 31.3% of investment will be targeted at the 
agriculture sector, 16.6% at mining, energy and water, 23.4% at industry, 
19.3% at transportation and communications and 9.4% at the social sector. 
Emphasis is on rehabilitation of existing capacity rather than launching 

of new projects. In supporting the goal of food self-sufficiency, priority 
will be given to improving the collection and distribution system, in- 


cluding the rehabilitation of badly deteriorated agricultural roads and 
other infrastructure. 





In addition to liberalization of prices and encouragement of private 
initiative, other important elements of Madagascar's economic program 
are: 


Reestablishment of small scale agricultural credit for individual 
farmers. 


Raising by 2.5 percentage points interest rates payable on time deposits 
(previously between 8.5 and 18 percent) and somewhat smaller increase 
in the 12.5 percent to 17 percent short term lending rates. 


Launching of a national bond issue to finance investment in the rice 
sector. 


Tight ceilings on domestic credit growth. 

Relative reduction in public expenditure (some 3,000 employees of the 
Ministry of Agriculture alone did not have their contracts renewed this 
past year). 


Increased tax revenue. 


Reduction in government budget deficit to 8.7% of DGP in 1982 from 18.5% 
of GDP in 1980. The target for 1983 was 6%. 


Implementation of a system for making a portion of their foreign exchange 
earnings automatically available to exporting firms so as to assure access 
to priority imports. 


IMPLICATIONS FOR THE U.S. 


TRADE 


As Madagascar grapples with its debt and balance of payments problems, 
prospects for the short run expansion of U.S. exports will be limited. 
Exporters with the best chance of success will be firms providing oil 
drilling and related equipment, agricultural equipment and accessories 
(particularly hand implements), road construction, mining and civil en- 
gineering equipment, trucks and heavy duty vehicles, aircraft and air 
traffic control equipment, insecticides, fertilizer, essential pharma- 
ceuticals and hospital supplies. Spare parts from companies which have 
been past exporters to Madagascar will also be needed. 


Last year the U.S. was one of the few countries to increase its share of 
exports to Madagascar, both on a commerical and concessional basis. This 
may in part be explained by the overall bilateral improved relations of 

the past few years. As the table on page two shows, however, trade between 
our two countries is still weighted heavily in Madagascar's favor. Although 
the United States has long been Madagascar's second most important market 
after France, it has generally placed fourth or fifth among exporters to 





Madagascar. The last partially available direction of trade figures for 
1981 show France and West Germany still way ahead of the U.S. with $120.7 
million and $38.5 million in exports respectively, but the U.S. slightly 
ahead of Japan with $16.2 million in sales to Madagascar as opposed to 
$15.4 million in Japanese sales. The Japanese figure may not, however, 
include its substantial concessional rice sales to Madagascar, a factor 
which is included in the U.S. calculation (some $7.3 million in 1981). 


The U.S. relative and absolute trade position in Madagascar could improve 
markedly if American oil companies find exploitable petroleum deposits, 
something which is quite possible. Beyond that, aggressive sales pro- 
motion--in French as much as possible--will be essential for any country 
interested in further penetrating the Malagasy market. 


PRIVATE INVESTMENT 


U.S. investment in Madagascar is minimal at present. It is nevertheless 
of much greater importance than it was a little over a year ago due to 
the oil exploration efforts of Amoco, Mobil and Occidental Petroleum. 

In addition to the petroleum companies, the N-ReN Co. of Cincinnati, 
through its European affiliate, owns 25% of the equity in a still uncom- 
pleted chemical fertilizer plant. Another European affiliate of an 
American company, Parsons and Whitmore, owns half interest in a major 
paper manufacturing company called PAPMAD. The 100 percent American- 
owned Singer Sewing machine assembly and distribution facility has 
virtually shut down due to import restrictions. 


After years of emphasizing self-sufficiency and creating obstacles to for- 
eign private investment in Madagascar, the Malagasy government is increas- 
ingly viewing such outside help as an essential condition for renewed 
economic growth. As the recent arrival of U.S. oil companies demonstrates, 
American companies whose interests are compatible with Madagascar's invest- 
ment priorities are especially welcome. Mining companies are high on the 
list of companies sought by Madagascar. To help improve the government's 
Management of the sector and its efforts to attract suitable investors, 

the section within the former Ministry of Commerce and Industry respon- 
sible for mining has now been upgraded to a separate ministry--the Ministry 
of Industry, Energy and Mining. The new ministry is headed by a young 
Stanford Business School graduate schooled in the concerns of potential 


investors as well as the primary needs of his country's development 
priorities. 


Majority government control in industries of major economic importance is 
still an essential tenet of Madagascar's investment policies. Those 
policies have been formulated in a series of vague laws and proclamations, 
but longstanding government promises to revise the investment code may 
now stand a better chance of success. 


% U.S. GOVERNEMNT PRINTING OFFICE: 1984-421-007:617 





Th h f : 
Confused about Export The Export Adrnivstraton Foguletons, 
a ® e 9 eae > oo rules control- 
S. , answers 
Licensing Requirements? gee reas 
requirements: 


e When is an export license necessary? 

e When is it not necessary? 

e How do | obtain an export license? 

e What policies are followed in consider- 
ing license applications? 

e How do | know when the policies 
change? 

e Are there restrictions on exports to cer- 
tain countries? 

e Are restrictive trade practices and boy- 
cotts prohibited? 

e Do! need a license to ship technical 
data? 

e Where can | obtain help? 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 


Use the order blank below to begin your sub- 
scription to the Export Administration Reg- 
ulations. 


SUBSCRIPTION RATES 


In the United States $ 95.00 
To foreign countries $118.75 


All Bulletins sent first class to both 
foreign and domestic addresses. Air- 
mail service not available. 


PRESIDE BRI ER RATER OS SS a ee a a La ae aaa. 
ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Credit Card Orders Only 
Enclosed is$_. = ~~—S——s—« © check, oe 
CO money order, or charge to my Total charges $_______ Fill in the boxes below. 
Deposit Account No. 


aaaeGneen edhe. CLODDDEEEEEoo) 


Order No. 


Expiration Date 
Month/Year ene 


Please send me set(s) ot the U.S. Department of Commerce Export Administration Regulations For Office Use Only 
and supplementary Export Administration Bulletins for the publication period beginning October 1, 1983 


Quantity Charges 
Name—First, Last Enclosed 


detail Lt To be mailed 
ompany name or additional address line ——e 


Postage 
treet address Foreign handling 


MMOB 
ity tate ZIP Code — 


(or Country) 


BEE MSS SReebeere 


PLEASE PRINT OR TYPE 





WHO, ME? EXPORT? 
YES, YOU! 


You don’t have to be a big corporation to sell your 
products overseas. If you’ve been successful in 
the domestic market, chances are good you could 
do well in the world markets—and reap the profits. 


BUT HOW DO | START? 


That’s a good question. We have a 

handy, step-by-step guide book with the 

answers. Just send us the coupon below, 
and we’ll show you how to begin. 


WHY DOES THE GOVERNMENT 
WANT TO HELP ME? 


Exporting means greater profits and 
increased company growth for American 
businesses—your business. It also 
creates jobs for Americans, contributes 
to a healthier economy, and strengthens 
our international trade position. 
Exporting is not only good for you— it’s 
good for America. 


SEND FOR YOUR COPY OF 
A BASIC GUIDE 
TO EXPORTING TODAY! 


U.S. DEPARTMENT OF COMMERCE 
INTERNATIONAL TRADE 
ADMINISTRATION 


ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 

Send copies of A BASIC GUIDE TO 

EXPORTING at $6.50 

SN 003-009-00349-1 ° 
Enclosed is $ _____ 0) check, | VISA 
O money order, or charge to my ' 
Deposit Account No. Credit 


TTT oe cadNo. LLILTIITITITITIIIITI 
Expiration Date 
Order No... Month/Year Rene 


For Office Use Only 
Quantity Charges 


Credit Cards Orders Only 
Total charges $___ ———_—sFilll in the boxes below. 


Name—First, Last Enclosed 


To be mailed 
ompany name or additional address line 


Postage 


Foreign handling 
Street address MMOB 
OPNR 
City State ZIP Code 


(or Country) 


PLEASE PRINT OR TYPE 
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